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Preface 


In November 1984, the Government of 
Canada published An Agenda for Economic 
Renewal, a document that set out the govern- 
ment’s course for restoring health to the 
flagging Canadian economy. 


The Agenda addressed the vital economic 
challenges facing a nation that must make its 
way in a world growing more competitive by 
the day. It stressed the need to encourage 
private sector initiative, the need to make the 
government less obstructive and more effi- 
cient, and the imperative of restoring good 
fiscal management. 


Much has been accomplished. The Agenda 
laid out a set of principles for economic man- 
agement, and we have put those principles 
into practice. It was an agenda for action, and 
we have taken action. 


This booklet provides a brief review of the 
actions the government has taken and reports 
on the progress that has been made in meeting 
the challenges we laid out. 


The Honourable Michael H. Wilson 


Minister of Finance 


E ve Department of Finance Ministere des Finances 
Canada Canada 
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Overview 


By September of 1984, when the present 
government came into office, the need for 
economic renewal was pressing. The unem- 
ployment rate was almost 12 per cent. Private 
sector confidence was low. The investment 
environment was unstable. 


Fifteen straight years of budget deficits had 
swollen the national debt to $200 billion — a 
burden of almost $23,000 on every Canadian 
household. 


Government involvement in the country’s 
affairs had become pervasive. Layers of 
regulation — compounded by a bewildering 
array of subsidies, grants and tax preferences 
— distorted investment decisions and 

business practices. 


Economic performance was disappointing. 
Although the economy was growing again, the 
effects of the recession were still dragging on. 
Interest rates were far too high, inhibiting 
investment and consumer demand. The 

rapid increase in public debt made Canada’s 
future economic prospects increasingly 
uncertain. These trends had to be reversed. 


In November 1984, the government set out its 
philosophy of economic management and its 
blueprint for meeting the challenges in An 
Agenda for Economic Renewal. 


Quite clearly, restoring fiscal responsibility 
was the starting point, and the government set 
itself the task of getting its fiscal house in 


order. Fiscal responsibility meant reducing the 
deficit and slowing the growth of the national 
debt. The government had to restrain its 
spending and learn to manage its affairs more 
efficiently. The size of government needed to 
be reduced. 


But economic renewal meant much more. It 
meant reorienting the role of government so 
that it provided a better framework for 
growth and job creation, was less of an 
obstacle to change and innovation and 
contributed to improving Canada’s 
competitive position. 


It meant adopting policies that help small 
business, that foster entrepreneurship and 
risk-taking, promote innovation and create a 
positive climate for the birth and expansion of 
new enterprises. 


It meant making the Canadian economy more 
dynamic, more flexible and more competitive 
in world markets. 


It did not mean cutting government spending 
just for the sake of cutting, but rather concen- 
trating our efforts on doing a better job of 
what government should be doing, and letting 
the private sector do what it does best: create 
jobs for Canadians. 


Yet for the new policies to succeed, they had 
to be fair and consistent with the basic sense 
of compassion, tolerance and justice that 1s 
characteristic of Canadian society. 


Those were the challenges. Here is what has 
been achieved. 


The Record of Action 
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deficit will have declined in three consecutive 
years, from $38.3 billion in 1984-85 to: 


$34.4 billion in 1985-86 
$32.0 billion in 1986-87 
$29.3 billion in 1987-88 (projected) 


Most of this improvement has come about 
through controlling government spending. 
Over the three years ending in 1987-88, 
expenditures on government programs — the 
money spent on everything but public debt 
charges — will grow on average only 2.8 per _ 
cent per year, down from almost 14 per cent per 
year in the previous four years. 


The real cost of the government is being cut 
back. This relative decline in program expen- 
ditures accounts for 69 per cent of the decline 
in the deficit as a share of gross domestic 
product (GDP). 


Promoting Growth in 
the Private Sector 


Responsible fiscal management is only one 
part of the challenge of economic renewal. To 
lay the foundation for sustained growth and 
job creation in a competitive world, the 
government set itself three other goals: 


e to make the government more efficient in 
its own operations and less obstructive to 
the work of the private sector; 


e tocreate a better environment 
for business; 


° to bring about these changes with equity 
and openness. 


The progress made in realizing these goals 
has contributed significantly to Canada’s 
economic renewal. 


Over the past 2 1/2 years the government has 
undertaken major structural policy initiatives 
to bring about economic renewal. These are 
not unrelated initiatives. They are part 

of the strategy to reinforce the ability 

of Canadian firms to compete in the 

global marketplace. 


Removing Obstacles to Growth 


To get its own house in order, the government 
set up a Ministerial Task Force on Program 
Review to improve efficiency and effective- 
ness. Many task force proposals have been 
adopted. The public service is being made 
leaner and more efficient. By 1990-91, the 
number of public service positions will have 
been reduced by 15,000. 


The government has also actively encouraged 
foreign investment. Repealing the Foreign 
Investment Review Act in 1985 and creating 
Investment Canada told the world that 
Canada was again open for business. The 
benefits were quickly evident. After Invest- 
ment Canada’s first full year, net foreign 
direct investment increased nearly 70 per 
cent, and portfolio investment more than 
doubled. This has helped reduce interest rates 
for Canadians and assisted in job creation. 


Business Framework Legislation 


In a healthy and vibrant economy, it is the 
private sector that generates jobs and growth. 
Small firms are a dynamic element. It is 
estimated they create eight out of 10 new jobs. 
But Canadian business must operate in a 
framework that encourages fair competition. 
So the government has begun to introduce 
new business “framework” legislation that 
will clearly establish a better legal environ- 
ment for private sector dealings. 


Competition Policy: The government achieved 
broad consensus among public and private 
sector interests on new legislation to safeguard 
competition. The resulting passage of the new 
Competition Act in June 1986 provides long- 
overdue stability. 


Intellectual Property: The government has 
presented amendments to the Patent Act, 
particularly provisions on the compulsory 
licensing of new pharmaceutical products, 
ttat will strengthen intellectual property rights in 
this sector and result in significant increases 
in R&D. This will create more high quality 
jobs for Canadians. 


Regulation and the Marketplace 


In February 1986, the government began to 
improve the management of the regulatory 
process, to discourage unnecessary new 
regulation. 


In November 1986, it tabled comprehensive 
legislation to reform the regulatory environ- 
ment and increase competition in all major 
transportation modes — air, rail, marine and 
trucking. The competitive environment will 
give Canadians access to efficient transporta- 
tion services at the lowest possible cost, con- 
sistent with the highest standards of safety. 


The government moved soon after it took 
office to reduce the burden of regulation and 
remove discriminatory taxes on the energy 
sector. It signed the Western Energy Accord 
with Alberta, Saskatchewan and British 
Columbia, replacing the National Energy 
Program with a policy responding to Western 
Canadian concerns. Many energy taxes and 
charges were dropped. The government also 
signed energy accords enabling Newfound- 
land and Nova Scotia to establish royalties 
and taxes in their offshore regions as if the 
resources were on land. 


Canada’s financial institutions are in a special 
position of trust in maintaining the financial 
well-being of millions of Canadians. They are 
also the principal mechanism for channeling 
the savings of individual Canadians into the 
productive investment upon which the 
economy depends. Yet legislation governing 
parts of the financial industry had not been 
brought up to date for decades, and rapid 
changes during this period had been taking 
place in financial practices throughout 

the world. 


The government’s policy statement, tabled in 
December 1986, set out a fundamental 


restructuring of the regulatory framework of 
the financial industry. Legislation to be intro- 
duced this year will enhance the safety of 
depositors and policyholders through a 
stronger system of prudential regulation, and 
a modern and effective supervisory system. It 
will permit financial institutions to engage 

in a broader range of activities, enhancing 
their competitiveness. It will also establish 
an ownership policy to constrain 
commercial/financial links. 


Privatization 


The government has begun selling Crown 
corporations that are no longer required to 
meet public policy goals. Privatization can 
bring increased vigour and efficiency to both 
the corporation and the economy — and to 
reinforce the commitment to this process, the 
Prime Minister has appointed a Minister with 
special responsibility for privatization. 


Eight divestitures have taken place so far, 
including Pécheries Canada, Nanasivik 
Mines, Canadian Arsenals, Canadair and the 
de Havilland Aircraft Company. More are 
coming. The sale of Teleglobe Canada, an 
overseas telecommunications carrier, will be 
completed soon. The sale of Fishery Products 
International is in the works. 


Privatization gives former Crown corporations 
access to new sources of funds, making them 
more competitive. It gives individual Canadi- 
ans a chance to participate through equity 
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investment. And it can stimulate the perform- 
ance of corporations sold. For example, 

de Havilland now has a backlog of orders 

and has increased employment in its Toronto 
and Winnipeg plants. 


Science and Technology 


In an age of rapid technological change, 
research and development is vital to Canada’s 
future prosperity. The government is con- 
cerned about the relatively small spending by 
the private sector on R&D. Encouraging 
enhanced private sector R&D and industrial 
innovation, which creates jobs, is a special 
challenge for Canadian science policy. 


The government is helping. It has maintained 
tax incentives equalled by few other industri- 
alized countries, including refundability of 
R&D tax credits for smaller Canadian R&D 
firms. It has established an innovative 
approach to matching public and private 
sector funding of R&D in our universities, 
thus providing increased resources 

for research. 


The government is pushing to keep Canada on 
the frontiers of science. The Canadian Space 
Plan, adopted in 1986, builds on our demon- 
strated space science strengths and achieve- 
ments. The government has also signed a 
number of cooperative science and technology 
agreements with the provinces. 


In addition to indirect support through the tax 
system, direct federal expenditures on science 
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and technology in 1986-87 will amount to 
about $4 billion. With expenditures of this 
magnitude, the government must ensure 
the funds are directed to the highest 

R&D priorities. 


The Prime Minister will chair a National 
Advisory Board on Industrial Technology. 
This body will assess national science and 
technology goals and policies, and their 
application to Canada’s growth and 
competitiveness. 


Tax Reform 


One of the government’s priorities is to 
protect the integrity of the tax system. Many 
steps have already been taken to this end — 
through curtailing abuses, closing tax shelters 
and introducing a minimum personal income 
tax to ensure that high-income Canadians pay 
their share of tax. 


The next step is tax reform, which will usher 
in a new era with a fairer, simpler, more 
effective system. 


The government will propose changes based 
on these objectives: 


e Lower income tax rates will allow all 
Canadians to keep more of their earnings, 
to spend, save or invest as they choose. 


e To broaden the tax base, a wide range of 
tax preferences, mainly benefiting corpo- 


rations and upper-income earners, will be 
eliminated, reduced or modified. 


e In order to lower corporate tax rates to 
levels competitive to those in other coun- 
tries, a wide variety of corporate tax write- 
offs and other preferences have to be 
removed or extensively reduced. The 
fundamental strategy is to ensure that 
profitable corporations pay their fair share 
of federal corporate income tax. 


e Canada’s antiquated federal sales tax will 
be modernized to make it fairer and less 
discriminatory. 


e The refundable sales tax credit will be 
enhanced to make the personal tax system 
more socially progressive and the sales 
tax fairer. 


Tax reform will complement and reinforce 
economic renewal. It will inaugurate a new 
era of tax fairness permitting the government 
to rely less on personal income taxes while 
providing improved benefits for low-income 
Canadians. It will stimulate investment and 
keep Canada competitive. It will reinforce 
overall fiscal stability, giving greater 
assurance that revenue goals will be met, and 
met fairly. 


Meeting International Challenges 


Canadian business faces tough challenges in a 
world of growing protectionist measures and 
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threats. Access to world markets cannot be 
taken for granted. To secure and improve our 
access, the government is pursuing a two- 
track trade policy. 


In September 1985, the Prime Minister pro- 
posed negotiations toward a bilateral trade 
deal with the United States. These negotia- 
tions are now under way. The government is 
committed to an agreement that is compre- 
hensive in scope and offers clear and tangible 
benefits for Canada. 


Canada was also one of the leading architects 
of the Uruguay Round of multilateral trade 
negotiations, which began in October 1986. 
These negotiations will address several new 
issues and deal seriously, for the first time, 
with agricultural trade problems such as the 
escalating subsidy wars that have hurt 
Canadian grain producers. 


The Regional Dimension 


The renewed health of Canada’s economy 
masks a number of regional economic prob- 
lems, particularly in Atlantic and Western 
Canada, regions dependent on primary 
resource sectors. Canada has little influence 
over resource prices, which are set interna- 
tionally. The challenge is to cushion the short- 
term impacts of severely depressed prices, and 
to help producers adjust to market realities. 
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Regional Challenges 


Disparities in Atlantic Canada are exemplified 
by low levels of earned income and high 
unemployment rates. To help address the 
concerns of the region, the government: 


e has signed energy agreements with New- 
foundland and Nova Scotia, creating a 
positive environment for oil and gas 
development; 


e has signed Economic and Regional 
Development Agreements with the 
Atlantic provinces; 


e is providing up to $1 billion in loan guar- 
antees and low interest rates for certain 
investments in the region through the 
Atlantic Enterprise Program; 


e is directing an additional $600 million in 
federal procurement to the region through 
the Atlantic Opportunities 
Program; 


e has maintained the federal investment tax 
credit for Atlantic Canada, and enriched it 
for Cape Breton; 


e will shortly establish an Atlantic Canada 
Opportunities Agency, to be headquar- 
tered in Atlantic Canada, to 
co-ordinate federal development 
initiatives in the area. 


Western Canada’s exposure to sharp fluctua- 
tions in resource prices was graphically illus- 
trated in 1986 by developments in energy and 
grain markets. While the Western Accord 
created the positive investment climate that 
brought a record boom in oil and gas activity 
in 1985, the boom ended with the collapse of 
world oil prices in 1986. The government 
moved quickly in April 1986 to make changes 
to the Petroleum and Gas Revenue Tax, 
increasing the credit to small producers and 
setting the tax rate on production from the 
Suncor and Syncrude synthetic oil plants at 
zero. When it became apparent that prices 
would not recover quickly, the government 
eliminated the PGRT completely, ahead 

of schedule. 


Canada’s grain farmers are efficient and 
highly competitive internationally. Yet they, 
too, have been challenged by events beyond 
their control. In 1984 and 1985, assistance 
was given to producers affected by drought 
under the Crop Insurance and Special 
Drought Assistance programs. Grain produc- 
tion rebounded in 1986 to record levels — only 
to be caught by a sudden escalation of the 
export subsidy war between the United States 
and European grain producers. 


In response, the government took unprece- 
dented action. With world grain prices falling 
rapidly, record payments were made under 
the Western Grain Stabilization Act. To cut 
farm costs, the government effectively elimi- 
nated federal excise taxes on fuels for farm 
use and froze grain freight rates. Including 
transportation assistance and the $1 billion 
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Special Grains Assistance Program, federal 
support to Canadian grain farmers for the 
1986 crop will total about $3.5 billion. 


The government is committed to seeing that 
Canadian grain remains competitive in world 
markets. It will keep exerting pressure at 
international meetings for an end to the 
current subsidy war. 


Responsiveness to Individual 
and Social Needs 


From the beginning of its mandate, the gov- 
ernment has sought to enhance Canada’s 
status as a modern, tolerant and caring nation 
whose citizens are secure and prosperous. The 
government is working to increase opportuni- 
ties for Canadians to participate fully in our 
society, to encourage initiative and self- 
reliance, and to direct scarce resources to 
those most in need. 


Barriers to getting into the workforce are 
particularly unfair because they deprive 
individuals of the best possible form of income 
security — a job. Many groups and individuals 
have been faced with obstacles to equal par- 
ticipation. For this reason, the government has 
made special efforts to open opportunities to 
Canadians who face particular problems in 
finding employment. 


To secure meaningful jobs, Canadians must 
be equipped to cope with rapidly changing 
labour markets. Under the Canadian Jobs 


Strategy, the government has given greater 
emphasis to on-the-job training, upgrading 
skills and helping individuals enter the 
labour force. 


For retired Canadians, the key to self-reliance 
is an adequate pension. The government 

has made dramatic improvements to the 
pension system. 


Employer-sponsored pension plans in federal 
jurisdiction must now meet higher standards. 
More Canadians, including many part-time 
workers, may join such plans now and they 
will accumulate better pensions because of 
improved portability and vesting. New provi- 
sions will help ensure that the death of a plan 
member or the breakdown of a plan member’s 
marriage will not leave the member’s spouse 
in need. 


The Canada Pension Plan has been put on 
a firm financial footing, with a flexible 
retirement age and improved disability 
and survivor benefits. 


Tax assistance for those who save for retire- 
ment mainly through RRSPs is being put on a 
more equal footing with that available 
through employer-sponsored pensions. As 
well, individuals who cannot make their full 
contributions in any one year may make up 
the difference at any time during the next 
seven years. 


The government has also made changes to the 
rules governing registered retirement income 
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funds. The changes will make RRIFs a more 
useful retirement income tool. 


The measure of a caring society lies in the 
help it provides to those most in need. The 
government has improved its social programs 
accordingly. For instance: 


Recipients of social assistance will have 
better employment prospects as a result of 
special three-year federal-provincial programs 
which started last year. 


Low-income families with children are 
benefiting from increases in the child tax 
credit. Over three years, the credit will 
go up by 36.5 per cent or $140 per child, 
to $524. 


Four million low-income families and 
individuals are now receiving refundable 
sales tax credits. 


All widows and widowers aged 60 to 64 
who are in need are now eligible for the 
spouses’ allowance. 


Disabled Canadians, along with veterans and 
their surviving spouses, are now receiving 
improved benefits. 


A new policy has been adopted for settling 
comprehensive land claims of our Native 
people, and the Indian Act has been 
amended to prohibit discrimination 

against women. 


A new Divorce Act has simplified — and 
made less costly — divorce proceedings for 
thousands of Canadians. Initiatives are 


being taken to ensure that child support, 
custody and access orders are enforced. 


e A new housing policy and thoroughly 
revamped housing programs are targeting 
financial support to lower-income 
Canadians. 


Social programs must adapt to the evolving 
needs of Canadians, to changing family rela- 
tionships and responsibilities. Thus, for exam- 
ple, the government has embarked upon 
discussions with the provinces to establish a 
national child care strategy. The goal is high- 
quality, affordable care for our children. 


A Record of Progress 


The policy actions the government has taken 
over the last 2 1/2 years have had a 
positive impact on the economy. 


The results are impressive evidence that 
economic renewal is working. 


e¢ Canada’s output growth has averaged 3.2 per 
cent a year, a pace unmatched by any of 
our major trading partners except Japan. 


® 675,000 jobs have been created. No other 
major industrialized country in the world 


has matched our record in creating jobs. 


e The unemployment rate has dropped two 
percentage points. 
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¢ Inflation is down and stable at 4 per cent. It 
is projected to decline further before the 
end of the year. 


More remains to be done. The tax system will 
be reformed. The development of resource 
industries demands close attention, as does the 
challenge of enhancing regional development. 
Science and technology will be promoted. A 
national effort will be made to improve child 
care. Deregulation will continue. 


Chart 3 


Employment Growth 
Since September 1984 


Note: The most r nti plot Oi.e senor ihe 
U.K. whi ant enor n Ind 


Source: OECD Quarterly Labour Force Statistic 
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